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Understanding QPRTs: How Qualified Personal Residence Trusts Reduce Estate
Taxes on Real Property

How Homeowners Can Transfer a Primary or Vacation Residence Out of Their Taxable Estate at a
Reduced Gift Tax Cost

For high-net-worth families with significant real estate holdings, the Qualified Personal Residence Trust, commonly
known as a QPRT, offers a well-established strategy for transferring a residence out of the taxable estate at a substantially
reduced gift tax cost. The structure takes advantage of the IRS's interest rate assumptions to discount the value of the gift
made to beneficiaries, allowing appreciated real property to pass to the next generation with far less transfer tax
exposure than an outright gift would generate.

QPRTs are particularly effective for families who own a primary residence or vacation home that has appreciated
significantly in value, or is expected to appreciate further over time. The strategy depends on the grantor outliving the
trust term, a straightforward condition that, when met, produces a meaningful and permanent reduction in the taxable
estate.

Understanding how QPRTs work, when they are best suited to a client's situation, and where the structure carries risk is
essential for advisors, attorneys, and families considering them as part of a comprehensive estate plan.

What Is a QPRT?

A Qualified Personal Residence Trust is an irrevocable trust into which the grantor transfers ownership of a personal
residence, either a primary home or a qualifying secondary residence such as a vacation property, while retaining the
right to live in that residence rent-free for a fixed term of years. At the end of the trust term, ownership of the residence
passes to the designated beneficiaries, typically children or other family members.

The gift tax value of the transfer is calculated at the time the trust is funded, not at the end of the term. Because the
grantor retains the right to use the property during the trust term, that retained interest reduces the taxable value of the
gift. The IRS calculates the value of the retained interest using the Section 7520 rate, the same rate used in GRAT
calculations, and subtracts it from the full fair market value of the residence. The result is a discounted gift value that is
often substantially lower than the property's actual worth.

If the grantor survives the trust term, the residence passes to the beneficiaries outside the taxable estate, with no
additional gift or estate tax owed on any appreciation that occurred during the trust period. The grantor may then
choose to rent the property from the beneficiaries at fair market value, a transaction that further reduces the grantor's
estate while allowing continued use of the home.

Core Features of a QPRT

Irrevocable trust funded with a primary residence or qualifying vacation property. Grantor retains the right to live in the
residence rent-free for the full trust term. Gift tax value is discounted by the present value of the grantor's retained
interest. Residence passes to beneficiaries at the end of the term, outside the taxable estate. Any appreciation during the
trust term passes to beneficiaries free of estate and gift tax. Grantor may lease the property from beneficiaries after the
term at fair market value. Can be structured for a primary residence, a secondary home, or an undivided fractional
interest in either. Up to two residences may be transferred, and at least one must be the primary residence.



Why QPRTs Are Used

The core appeal of the QPRT is its ability to remove a high-value, appreciating asset from the grantor's taxable estate at a
gift tax cost that reflects only a fraction of the property's full value. The discount is built into the structure: the longer the
trust term and the higher the prevailing Section 7520 rate, the greater the reduction in the taxable gift value at funding.

This makes QPRTs particularly well-suited to environments where interest rates are elevated, the inverse of the
conditions that favor GRATs. A higher Section 7520 rate increases the assumed value of the grantor's retained interest,
which in turn reduces the calculated gift. For families holding a residence they expect to appreciate significantly over a
five-to-fifteen year horizon, the combination of a discounted gift value at funding and tax-free appreciation during the
term can produce substantial estate tax savings.

From a planning perspective, the QPRT is also an efficient use of the grantor's lifetime gift tax exemption. The discounted
gift consumes less exemption than an outright transfer, and any post-funding appreciation accrues entirely to the
beneficiaries without further tax cost.

Common Use Cases

Families with a primary residence or vacation home that has appreciated significantly in value. Grantors who expect
continued appreciation in the property and want to freeze its estate value at current levels. Estate plans seeking to use
gift tax exemption efficiently on a high-value illiquid asset. Situations where the grantor intends to remain in the home
during the trust term and is comfortable with a post-term rental arrangement. Coordinated plans where the QPRT works
alongside a dynasty trust or other transfer structures to remove appreciation from the estate over time. Families holding
vacation properties or secondary residences with long-term sentimental and financial value.

Advantages of the QPRT Structure

When the trust performs as intended, meaning the grantor outlives the term, the QPRT accomplishes something that
few other strategies can: it removes a substantial, appreciating asset from the taxable estate at a gift tax cost that may
represent only a fraction of the property's ultimate value. Because the gift is valued at the discounted present value of
the remainder interest, the grantor effectively transfers future appreciation for free.

The post-term rental arrangement adds a second planning benefit. Once the trust term expires and the residence
belongs to the beneficiaries, any rent the grantor pays to continue living there reduces the grantor's estate further,
without gift tax consequences, since rent paid at fair market value is not a taxable transfer. Over time, this arrangement
can move additional wealth to beneficiaries efficiently and cleanly.

For vacation homes in particular, the QPRT can be a straightforward way to keep a cherished family property in the family
for future generations while substantially reducing the transfer tax cost of doing so.

Key Benefits

Removes a high-value residence from the taxable estate at a discounted gift tax cost. Appreciation during the trust term
passes to beneficiaries free of additional estate or gift tax. Post-term fair market rent payments further reduce the
grantor's estate without gift tax. Particularly effective in higher-interest-rate environments where the retained interest
discount is greatest. Efficient use of lifetime gift tax exemption on a typically illiquid, high-value asset. Well-established
strategy with extensive IRS guidance and broad practitioner familiarity.



Risks and Structural Considerations

The most significant risk in a QPRT is mortality risk. If the grantor dies before the trust term expires, the full value of the
residence is pulled back into the taxable estate as if the trust had never been created, eliminating the anticipated estate
tax benefit entirely. This is a meaningful consideration for older grantors or those with health concerns, and it is the
primary reason advisors typically recommend shorter trust terms or staggered multi-term structures, for example
separate QPRTs with five-year, ten-year, and fifteen-year terms on the same property, to reduce the probability that the
grantor does not outlive at least one of them.

The interest rate environment also affects the strategy's effectiveness. Unlike GRATs, which work best when interest rates
are low, QPRTs are more favorable when the Section 7520 rate is higher, since the retained interest discount is larger. In a
low-rate environment, the discount is reduced and the taxable gift value at funding is higher, making the strategy less
attractive relative to other transfer tools.

A third structural consideration involves the grantor's continued use of the property after the term. Once the trust
terminates and the residence belongs to the beneficiaries, the grantor has no legal right to remain in the home without a
formal rental agreement at fair market value. Failure to pay fair market rent, or informal arrangements that deviate from
arm's-length terms, can create gift tax exposure and potentially unwind the planning benefits of the structure. This
requires careful ongoing administration and clear communication among family members.

Finally, the QPRT does not receive a stepped-up basis at the grantor's death if the grantor survives the term. Beneficiaries
inherit the property at the grantor's original cost basis, which can create capital gains tax exposure if they sell the
property after the term ends. In situations where the property has appreciated significantly, this basis consideration
should be weighed against the estate tax savings the QPRT generates.

Key Considerations

Grantor must survive the trust term for the strategy to succeed, and staggered multi-term structures can reduce this risk.
More effective in higher-interest-rate environments where the retained interest discount is maximized. Post-term
occupancy requires a formal fair market rent arrangement, and informal use creates gift tax risk. No stepped-up basis at
death if the grantor survives the term, meaning capital gains exposure for beneficiaries on sale. Property must qualify as
a personal residence, as commercial or income-producing property does not qualify. Vacation homes must meet
minimum personal use requirements during the trust term. Trust must be carefully drafted and administered, and post-
term rental arrangements should be documented and maintained. Coordination between estate planning attorneys, tax
advisors, and trust administrators is essential.

The Role of Jurisdiction in Trust Planning

While the QPRT structure is governed primarily by federal tax law, the state in which the trust is administered can affect
the flexibility, privacy, and overall efficiency of the broader estate plan of which it is a part. States with modern trust
statutes, strong privacy protections, and no state income tax on trust assets provide a more favorable environment for
long-term trust administration.

South Dakota has established itself as the leading trust jurisdiction in the United States for precisely these reasons. Its
absence of state income tax on trust assets, advanced directed trust statute, perpetual trust duration, and robust privacy
laws make it a natural administrative home for complex estate planning structures, including QPRTs that are coordinated
with dynasty trusts, defective grantor trusts, or other multigenerational strategies.



For advisors and families working with QPRTs as part of a broader coordinated plan, South Dakota's trust framework

provides the stability, legislative responsiveness, and administrative infrastructure that sophisticated planning requires.

Summary: QPRTs at a Glance

Feature

Trust Type

Tax Treatment
Primary Objective
Retained Interest
Ideal Conditions

Key Risk

Learn More

Details

Irrevocable trust funded with a primary or qualifying secondary residence

Gift tax calculated on discounted remainder interest at funding; appreciation passes estate-tax-free
Remove a high-value residence from the taxable estate at a reduced gift tax cost

Grantor lives in the property rent-free during the trust term

Higher-interest-rate environments; appreciating property; grantors with long planning horizons

Grantor mortality before term ends; no stepped-up basis at death if the grantor survives the term

Sterling Trustees works with advisors, attorneys, and families to administer sophisticated trust structures designed to

support long-term wealth preservation and transfer planning. As an independent South Dakota trust company focused

exclusively on trust administration, we collaborate closely with advisory teams to implement and manage complex trusts

with the precision, transparency, and responsiveness that clients expect.

To learn more about QPRTs and other estate planning strategies, visit sterlingtrustees.com or contact us at

info@sterlingtrustees.com or set up call.
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